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President Sixto Duran Ballen's administration is pushing forward with Ecuador's nascent
privatization program, despite protests by labor organizations and some opposition political parties.
The government expects to sell a 51% stake in the state airline Ecuatoriana de Aviacion in August,
and shortly after that, officials will award a contract to a private firm to take over the Civil Registry
(Registro Civil de Ecuador, RCE). In addition, although legislation is still pending in Congress to
allow the government to privatize the country's oil, telecommunications, and electricty monopolies,
the government is indirectly pushing the privatization of those firms by contracting out strategic
services to the private sector.
Since the Duran Ballen administration first began drawing up plans in 1992 to privatize most of the
country's 163 state firms, the government's efforts have been hampered by constant resistance from
labor organizations and some opposition political parties. In early 1994, Congress did pass a State
Modernization Law that allows the government to sell its shares in most small and medium-sized
companies, while also permitting the state to contract private companies to run services presently
operated by the government. But the law prohibited the sale of the country's three large monopolies
by declaring the oil company Petroecuador, the telecommunications firm EMETEL, and electricity
institute INECEL "strategic enterprises," which would require prior legislative permission before
the executive can sell even minority shares in those businesses (see NotiSur, 10/13/94 and 11/17/94).
As a result, the Duran Ballen administration has been pushing for approval of special legislation
to privatize the monopolies, although most of the executive's efforts have failed until now because
of resistance from the country's opposition parties, which control 67 of the legislature's 77 seats.
Apparently, much of the political opposition reflects electoral politics rather than authentic
disagreement with privatization. The political parties are wary of approving the sale of public firms
given that presidential elections are scheduled for May 1996 and public opinion appears stacked
against the efforts to sell the monopolies. Indeed, a recent report on the country's investment
climate by the US Embassy in Quito concluded that electoral concerns are the main impediment to
privatization at present. According to the embassy, after the elections are over, the sale of state firms
is likely to progress fairly rapidly.
"The fact that 24% of votes cast in the May 1994 congressional elections were blank or spoiled
suggests that some voters are dissatisfied with current political options," read the embassy report,
released on July 13. "These concerns have prompted some members of Congress to oppose the
modernization program by blocking needed constitutional reform and removing cabinet ministers
from office. Nevertheless, the general consensus among the elite on the need for economic
modernization should guarantee that whoever wins the mid-1996 presidential election will continue
on the reform path." In fact, the country's labor and campesino organizations have raised the
political stakes in recent months by carrying out frequent protest demonstrations and strikes
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to push Congress to oppose the executive's privatization plans. In late May, for example, the
labor confederation Frente Unitario de Trabajadores (FUT), joined by the Indian organization
Confederacion de Nacionalidades Indigenas del Ecuador (CONAIE) and some campesino
associations, held a week of demonstrations around the country to block government efforts to pass
a new law allowing the operation of private pension funds. The protesting groups fear such a law
would be the first step in the privatization of the Social Security Institute (Instituto Ecuatoriano de
Seguridad Social, IESS).
Also, in mid-July, workers from EMETEL, Petroecuador, and INECEL held a 48-hour work stoppage
to protest congressional hearings over a bill to sell a 35% stake in the telephone company to private
investors. Apparently, the bill has the support of the Partido Social Cristiano, the strongest faction in
Congress, and the executive is lobbying heavily among influential legislators to pass it into law (see
NotiSur, 07/27/95). Notwithstanding the ongoing battle over the monopolies, the government is now
moving ahead with the privatization of those state firms and agencies that it has already obtained
legal permission to sell, beginning with the state airline Ecuatoriana. In January, the government
hired a consortium comprising the US firm Prudential Securities and the international airline
consultant SH&E to promote Ecuatoriana's sale among foreign investors.
By April, the government had pre-qualified six firms and three consortia to participate in the
auction. The companies that will bid individually include the Colombian airline ACES, AvroBritish Aerospace, Mexico's Protexa, and the US firms Carnival Airlines, Challenge Air Cargo,
and Continental Airlines. The three consortia include a partnership between Aeroecuador and Air
France, a second between the Ecuadoran company Filancasa and El Salvador's TACA airline, and
a third between the Brazilian VASP and Ecuadoran investor Juan Elijuri. The auction, scheduled
for the second week of August, will take place simultaneously on the Quito and Guayaquil stock
exchanges. "Given the strong interest in the sale, we expect a very competitive round of bidding
when the auction is held on the exchanges, which should substantially drive up the price of
company stock," said Patricio Pena, executive director of the State Modernization Council (Consejo
Nacional de Modernizacion, CONAM), which is in charge of all privatizations.
"Ecuatoriana's value will be determined by the market. We are absolutely sure that the sale will earn
much more than we had originally expected when we began preparations to sell the airline." A total
of 50.1% of company shares will be sold in this round of bidding. At a later date, the government
hopes to sell another 25% of shares on the local stock markets. Government efforts to hire a private
firm to run the Civil Registry are also moving forward, and a contract will be awarded by October, at
the latest, according to CONAM. The Registry issues basic Ecuadoran identity documents (cedulas),
as well as birth, death, and marriage certificates. Thirteen domestic and foreign firms bought
the contractual bases to participate in the auction, although only nine companies presented prequalification documents to CONAM by the May 28 deadline.
CONAM director Pena estimates that once the winning bidder takes over the Registry's operations,
the new firm will have to re-issue 8 million cedulas. The new operators will be required to invest a
minimum of US$10 million to modernize the Registry over the next 10 years. Most of the interested
bidders are foreign, which has generated widespread controversy over the Registry's privatzation.
The electoral tribunal (Tribunal Superior Electoral, TSE), for example, which oversees all electoral
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processes, may attempt to roll back the Registry's sale through legal channels if the Registry is
awarded to a foreign firm, since the TSE has stated that identification services should remain in
domestic hands given the sensitive nature of the Registry's activities.
In fact, a major scandal erupted in May because one of the firms that was granted rights to bid
for the Registry the US software company E-Systems was accused by the influential US television
program "60 Minutes" of maintaining close links to the Central Intelligence Agency (CIA), and of
assisting in international espionage activities. Executives from E-Systems visited the country in
May to defend the firm against the charges. E-Systems, which says the accusations are completely
baseless, argues that the company is a leader in document security matters. The firm recently won
a contract, for example, to supply Argentina with state-of-the-art passport technology. Meanwhile,
although the bills that would legalize the privatization of the three state monopolies are still pending
in Congress, the government is pushing forward with alternative plans to begin privatizing those
firms indirectly by contracting out strategic services to the private sector.
The government argues that the modernization of the telecommunications and petroleum sectors
is urgent, since technological stagnation in those industries is impeding economic growth. But
the government does not have the resources necessary to upgrade EMETEL or Petroecuador.
The government estimates that at least US$1.5 billion in new investment is needed in the
telecommunications sector. Domestic and international direct dialing is available, but EMETEL's
service remains chronically inefficient, and at present there are still only about four telephones
per 100 people. "In Ecuador, there are more automobiles on the road than there are functioning
telephone lines, a situation that is unparalleled in any other country," said Ecuador's Finance
Minister, Mauricio Pinto. "The population is desperately awaiting the modernization of the
telecommunications system."
In May, the government began accepting bids from private firms interested in installing and
operating 10,000 new public telephones around the country, which would be located in all
towns that have more than 500 inhabitants. So far, 20 domestic and foreign companies have
expressed interest, and the contract will be awarded before the end of the year. Last year, two
private concessions providing cellular telephone services began operating. And, in late 1994, the
government chose two companies the German firm Siemens and Italy's Aerotel to install 200,000
new telephone lines in Quito and the port city of Guayaquil at a cost of US$13 million. The contracts,
however, must receive final approval from the legislature, and will therefore probably remain stalled
until after debate on EMETEL's privatization is concluded.
Modernization of the oil industry is perhaps even more urgent than the telecommunications
sector, given the strategic importance of petroleum in the economy. Petroleum production in 1994
accounted for 10.2% of GDP, 35.1% of export earnings, and 30% of public sector revenues. The
country has 21 billion barrels of proven petroleum reserves, but if current, outdated production
methods continue to be used, the government will only be able to extract about 3.5 billion barrels,
according to a new report by the Ministry of Energy and Mines released in April. If advanced
technology is applied, however, the country could extract 11.8 billion barrels of its reserves. But
Petroecuador does not have the capacity to upgrade existing installations, nor to construct new ones.
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Under current law, the government can contract private investors to explore and exploit new oil
reserves, and to manage the construction of new installations. In fact, a revision of the hydrocarbons
law, approved in 1993, broadened the areas in which the private sector can participate in the oil
industry. As a result, since 1994 the government has aggressively promoted private investment in
petroleum production. Last year, the government opened a new round of bidding for contracts to
explore and exploit an estimated 450 million barrels of reserves in eight targeted areas. More than 20
companies submitted bids, and two contracts were awarded in the first half of 1995 to the US-based
Triton Energy Corporation and to a consortium comprising Santa Fe Energy Resources, Nippon Oil
Exploration USA Ltd, Korea Petroleum Development Corporation, and Yukong Ltd.
The government is still reviewing the bids on the remaining six areas. And, in June, the Ministry of
Energy and Mines began accepting more bids to explore and exploit oil in nine more targeted zones,
each of which covers about 200,000 ha. This second round of bidding will end in mid- October, and
the government estimates it will bring in about US$100 million in new investments. In January, the
government contracted the Spanish consortium Tecnicas Reunidas-Eurocontrol to modernize the
Esmeraldas oil refinery, the country's largest, at a cost of US$164 million. The upgrade will increase
production capacity at Esmeraldas from 90,000 barrels per day to 110,000 bpd. Finally, in May the
government received bids from three consortia to build a new trans-Ecuadoran oil pipeline from the
Amazon basin where oil reserves are located across the Andes to the coast. The country's existing oil
pipeline, run by Petroecuador, has the capacity to move 325,000 bpd to the Esmeraldas oil port. The
new pipeline, estimated to cost about US$600 million, would increase capacity to 450,000 bdp.
The government considers the project a priority because the new oil contracts now being awarded
to private firms, combined with the other efforts to modernize oil installations, are expected to
increase the country's oil output from the present 390,000 bpd to 450,000 bpd. The contract will likely
be awarded to the consortium led by the US firm Enron, of Houston, since that group offered to
build the pipeline for US$555 million, about US$113 million less than the next lowest competitor,
a consortium led by the Ecuadoran firm Tripetrol. In addition, the financial and economic offers
submitted by the two consortia revealed that the present net value of the Enron group's per barrel
tariff over the 12-year lifetime of the project is about US$1.00, compared with approximately US$1.35
for the Tripetrol group.
The project has generated a huge public debate in Ecuador, however, because the winning bidder
will be allowed to operate the pipeline for 12 years before turning it over to Petroecuador. Labor
organizations and some opposition parties argue that the operating license, even if temporary,
would breach existing laws that reserve monopoly control over such activities for the government. In
fact, the Constitutional Court (Tribunal de Garantias Constitucionales de Ecuador, TGC) has already
ruled the project unconstitutional based on a suit submitted by the oil workers' union Asociacion
Sindical de Trabajadores. A final ruling on the matter, however, is still pending in the Supreme
Court. [Sources: Financial Times, 11/22/94; Inter Press Service, 01/17/95, 02/16/95; Notimex, 12/13/94,
03/21/95, 04/03/95, 05/24/95, 07/13/95; Ecuador Economic News, US Embassy-International Market
Insights (Quito), 05/16/95, 06/09/95, 07/13/95; Reuter, 05/12/95, 05/25/95, 06/09/95, 06/19/95, 07/13/95,
07/15/95; Associated Press, 07/17/95; Agence France-Presse, 11/17/94, 11/28/94, 12/09/94, 12/12/94,
12/20/94, 12/21/94, 01/17/95, 01/24/95, 03/06/95, 03/20/95, 05/08/95, 05/24/95, 05/28/95, 05/30/95,
07/05/95, 07/10/95, 07/12/95, 07/24/95, 07/25/95]
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